F
undamental issues about bank size and the systemic risk implications of so-called too-big-to fail policies are heated topics of discussion for researchers, policymakers, and the press alike. 1 However, significant changes in size distribution of banks have been occurring since at least the 1980s and 1990s, when the structure of the banking industry began to evolve following regulatory changes such as the Riegle-Neal Interstate Banking and Branching Efficiency Act of 1994 and the Gramm-Leach-Bliley Financial Services Modernization Act of 1999.
To document the changes in the size distribution of banks, we study total assets of commercial banks using the public Call Reports for three selected dates: 1987:Q2, 1998:Q2, and 2009:Q2. 2 During these 22 years the number of banks fell from 15,168 to 10,169 and then to 7,744 after progressive concentration of the industry and bank failures, particularly during the Savings and Loan Crisis of the late 1980s and early 1990s and the current financial crisis.
We can use total assets at the end of these three quarters to compare the distribution over time. We deflate each bank's assets and then rescale them, dividing by the total assets each year relative to 2005. The chart plots the distribution using the logarithm of assets on the horizontal axis and the frequency on the vertical axis. Each curve represents the bank size distribution for one of the three study years.
Many key facts can be noticed using this chart. First, the total number of banks in the United States has substantially decreased, although the number is still considered large by international standards. Second, over time the increase in the number of relatively larger banks stretched the tail of the distribution to the right, a common measure of the asymmetry of a distribution around its mean-the skewness of the distribution-increased from 0.92 in 1987 to 0.95 in 2009. Third, the largest banks own an even larger share of total assets, making the right tail of the distribution even thicker, a measure of the thickness of a distribution tail-the kurtosis-has increased from 5.4 in 1987 to 6.7 in 2009. If we dropped the largest 50 banks, the kurtosis would increase by much less and the skewness would fall instead of increasing.
Hence, the flattening of the bank size distribution is part of a long-term trend and may have led to a more concentrated industry with larger average-size and big banks independently of the recent financial crisis and the concurrent policy interventions. The current debate on too big to fail is important because it clarifies the tension between profitability, propensity to take risk, economies of scale,
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If limiting the size of large banks were considered appropriate to reduce systemic risk, it would be a clear change of direction relative to the long-term evolution of the industry. 
